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INDEPENDENT ACCOUNTANT’S REPORT 
 
 

TO:  THE OFFICIALS OF THE INDIANA DEPARTMENT OF REVENUE 
 
 
 We have audited the records of the Indiana Department of Revenue, for the period July 1, 2003, to 
June 30, 2004, and certify that the records and accountability for cash and other assets are satisfactory to the 
best of our knowledge and belief except as stated in the Audit Results and Comments.  The financial trans-
actions of this office are reflected in the Indiana Comprehensive Annual Financial Reports. 
 

STATE BOARD OF ACCOUNTS 
 
December 7, 2004 
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INDIANA DEPARTMENT OF REVENUE 
AUDIT RESULTS AND COMMENTS 

June 30, 2004 
 

 
 
INTERNAL CONTROLS OVER CONTRACT PAYMENTS 
 
 As part of our audit of the Department's contract disbursements, we reviewed seven contracts.  We 
found overpayments totaling $8,662.89 made to vendors for two of these contracts.  These overpayments 
were the result of two duplicate claims and other payments made in excess of contract terms.   
 
 Prior to our exit conference, the Department received full reimbursement for the stated overpayments 
in the amount of $8,662.89.  (See Summary, on Page 13) 
 

Each agency, department, institution or office should have internal controls in effect which provide 
reasonable assurance regarding the reliability of financial information and record, effectiveness and efficiency 
of operations, and proper execution of management's objectives.  Each agency is also responsible for com-
pliance with applicable statutes, regulations, contract provisions, state policies, and federal requirements.  
(Accounting and Uniform Compliance Guidelines Manual for State Agencies, Chapter 1) 
 
 
ATTENDANCE REPORT RECORDS 
 

For our review of the Department's attendance reports, we requested on June 28, 2004, payroll 
records for two pay periods.  These records should have been readily available, yet these documents were 
provided to us three weeks later on July 19, 2004.  We found that 4% of employee attendance reports were 
signed and/or dated prior to the last day worked by the employee and/or supervisor.  In addition, on at least 
three of those attendance reports, the supervisor had approved these employees' attendance reports sub-
sequent to our request.  Therefore, the validity and reliability of these records are in question. 

 
Employee attendance reports should not be signed or dated prior to the last day worked in a pay 

period.  After being completed by the employee, the attendance report should be reviewed, signed, and dated 
by the immediate supervisor of the employee prior to submission of payroll to the Auditor's Office.  (Accounting 
and Uniform Compliance Guidelines Manual for State Agencies, Chapter 9) 

 
Documents must be filed in such a manner as to be readily retrievable or otherwise reasonably 

attainable, upon request, during an audit.  (Accounting and Uniform Compliance Guidelines Manual for State 
Agencies, Chapter 1) 
 

Each agency, department, institution or office should have internal controls in effect which provide 
reasonable assurance regarding the reliability of financial information and record, effectiveness and efficiency 
of operations, and proper execution of management's objectives.  Each agency is also responsible for com-
pliance with applicable statutes, regulations, contract provisions, state policies, and federal requirements.  
(Accounting and Uniform Compliance Guidelines Manual for State Agencies, Chapter 1) 
 
 
DISTRICT OFFICE FINANCIAL REPORTING 
 
 The Department has district offices located throughout the state that collect tax revenue.  Each office 
deposits daily collections at a local depository and has been instructed to submit by fax or email a report of 
financial activity to the Controller's Division daily.  The Division needs these reports to determine the amount of 
funds to be transferred from the local banks into the Treasurer of State's account. 
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INDIANA DEPARTMENT OF REVENUE 
AUDIT RESULTS AND COMMENTS 

June 30, 2004 
(Continued) 

 
 

During our review of the district offices, we learned that the financial activity reports were not always 
submitted daily.  In fact, according to the Division ledgers for the three months of activity we reviewed, several 
offices were late in faxing their daily reports from six to thirty-one days after the date of activity.  District office 
delays in submitting financial activity reports may result in loss of revenue to the State's General Fund.  

 Controls over the recording and accounting for the financial activities are necessary to avoid sub-
stantial risk of invalid transactions, inaccurate records and financial statements, and incorrect decision- 
making.  An agency's control environment consists of the overall attitude, awareness and actions of manage-
ment and the governing board or commission.  This would include establishing and monitoring policies for 
developing and modifying accounting systems and control procedures.  (Accounting and Uniform Compliance 
Guidelines Manual for State Agencies, Chapter 3) 

 
 

MONITORING OF DISTRICT OFFICES 
 
 The Audit Division implemented the Department's Accounting for Cash/Checks procedures at district 
offices.  Each office is to submit a monthly Certification of Funds Accounting System attesting to compliance 
with the procedures and to identify any resolved and unresolved issues.  The Audit Division depends on these 
certifications to monitor the financial activity of the district offices.  
 
 We reviewed all submitted certificates for a twelve-month period.  Almost half of the offices submitted 
no certifications during the review period and another one-third submitted them months late or in bi-yearly 
batches.  The Audit Division cannot adequately monitor the district offices without proper receipt and review of 
monthly certifications. 
 

Each agency, department, institution or office also has the responsibility to comply with their own 
internal policies and guidelines.  These internal policies and guidelines cannot conflict with state or federal 
laws, state policies or procedures (including those in this manual) or other policies established by Department 
of Administration, Department of Personnel or through the Financial Management Circulars.  (Accounting and 
Uniform Compliance Guidelines Manual for State Agencies, Chapter 1) 
 
 
INTERNAL CONTROLS OVER TAX REFUNDS 
 
 The Department has three types of tax refund processes:  RPS system-generated, RPS manual, and 
Non-RPS manual refunds.  RPS system-generated and RPS manual refunds have basically the same pro-
cess; Non-RPS manual refunds are processed differently.  
 
 Untimely Review Process 
 
 During our review of tax refunds, we discovered that the Compliance Division requires RPS system- 
generated and RPS manual refund checks to be held for two days before they are mailed to the taxpayer in 
order to detect potential errors.  This review process should occur prior to the checks being printed.     
 
 Each agency, department, institution or office should have internal controls in effect which provide 
reasonable assurance regarding the reliability of financial information and records, effectiveness and efficiency 
of operations, proper execution of management's objectives, and compliance with laws and regulations.  
Among other things, segregation of duties, safeguarding controls over cash and all other assets and all forms 
of information processing are part of an internal control system.  (Accounting and Uniform Compliance Guide-
lines Manual for State Agencies, Chapter 1) 
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INDIANA DEPARTMENT OF REVENUE 
AUDIT RESULTS AND COMMENTS 

June 30, 2004 
(Continued) 

 
 
 Inadequate Segregation of Duties 
 
 Also during our review of tax refunds, we found that for Non-RPS manual refunds, the same employee 
in the Compliance Division who submits the refund claims to the Auditor of State also receives the refund 
checks from the Auditor of State for distribution.  This lack of segregation of duties could allow fraud to go 
undetected.  
 
 Each agency, department, institution or office should have internal controls in effect which provide 
reasonable assurance regarding the reliability of financial information and records, effectiveness and efficiency 
of operations, proper execution of management's objectives, and compliance with laws and regulations.  
Among other things, segregation of duties, safeguarding controls over cash and all other assets and all forms 
of information processing are part of an internal control system.  (Accounting and Uniform Compliance Guide-
lines Manual for State Agencies, Chapter 1) 
 
 
1099 REPORTING OF ATTORNEY COLLECTION FEES 
 
 The Department has service contracts with attorneys for collection of delinquent taxes.  Taxpayers 
may submit delinquent tax payments, including base tax, penalty, interest, and collection fees, to these 
attorneys.  As stated in the current contracts (which began January 1, 2003), the attorneys retain their collec-
tion fees and remit net tax payments to the Department.   
 
 We found that by having attorneys remit net collections, the Department has by-passed the Auditor of 
State's system for reporting taxable income on Form 1099 to the Internal Revenue Service and the Indiana 
Department of Revenue.  Therefore, under the current contract provisions, 1099s have not been issued for 
retained attorney collection fees for calendar year 2003 and steps have not yet been implemented to ensure 
issuance of 1099s for 2004.  We consider these fees 1099 reportable. 
 

The Auditor of State must report certain types of payments to the Internal Revenue Service.  The 
Auditor of State issues the 1099 reports based upon coded entries from expenditure documents.  Each agency 
must determine whether vendor payments/services are considered 1099 reportable.  (Accounting and Uniform 
Compliance Guidelines Manual for State Agencies, Chapter 5) 

 
 
AGENCY COLLECTION SERVICE CONTRACTS 
 
 The Department also has service contracts with collection agencies.  These contracts state that the 
agency is to remit gross collections and the Department then pays the agency its collection fees by claim 
voucher through the Auditor of State. 
 
 For our entire audit period, the Department allowed the agencies to retain their collection fees and 
only remit net tax payments.  This is in violation of contract terms.  In addition, the Department has been 
paying for agency collection services without a valid contract since July 1, 2004.          

 
Each agency is responsible for compliance with applicable statutes, regulations, contract provisions, 

state policies, and federal requirements.  (Accounting and Uniform Compliance Guidelines Manual for State 
Agencies, Chapter 1) 
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INDIANA DEPARTMENT OF REVENUE 
AUDIT RESULTS AND COMMENTS 

June 30, 2004 
(Continued) 

 
 
INTERNAL CONTROLS OVER IFTA/MC REVENUE 
 
 As stated in our prior Audit Report B22493, we again found that batches used for the Department's 
IFTA/MC revenue processed at the Motor Carrier Services Division were not closed daily.  This procedure 
reduces connectivity between batched return totals and daily revenue deposits.   
 
 Controls over the receipting, recording, and accounting for the financial activities are necessary to 
avoid substantial risk of invalid transactions and inaccurate records and financial statements.  (Accounting and 
Uniform Compliance Guidelines Manual for State Agencies, Chapter 3) 
 
 Each agency, department, institution or office should have internal controls in effect which provide 
reasonable assurance regarding the reliability of financial information and records, effectiveness and efficiency 
of operations, proper execution of management's objectives, and compliance with laws and regulations.  
Among other things, segregation of duties, safeguarding controls over cash and all other assets and all forms 
of information processing are part of an internal control system.  (Accounting and Uniform Compliance Guide-
lines Manual for State Agencies, Chapter 1) 
 
 
WITHHOLDING RECONCILIATION 
 

As stated in previous reports (most recently B22493 and B20208), the Department’s internal controls 
over the reconciliation of income tax withholding did not guarantee that adequate compliance was being 
maintained.  Controls are still not adequate and may allow discrepancies to go undetected. 
 

Controls over the receipting, disbursing, recording, and accounting for the financial activities are 
necessary to avoid substantial risk of invalid transactions, inaccurate records and financial statements, and 
incorrect decision making.  An agency's control environment consists of the overall attitude, awareness and 
actions of management and the governing board or commission.  This would include establishing and monitor-
ing policies for developing and modifying accounting systems and control procedures.  (Accounting and Uni-
form Compliance Guidelines Manual for State Agencies, Chapter 3) 
 
 
DAILY DEPOSITS 
 

As stated in previous reports (most recently B22493 and B20208), the Department did not consistently 
deposit receipts collected for most tax remittance types within the following business day. 
 

IC 5-13-6-1(b) states in part:  ". . . all public funds . . . shall be deposited with the treasurer of state, or 
an approved depository selected by the treasurer of state not later than the business day following the receipt 
of the funds." 
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INDIANA DEPARTMENT OF REVENUE 
EXIT CONFERENCE 

 
 

 The contents of this report were discussed on December 14, 2004, with Mr. Kenneth L. Miller, 
Commissioner.  The official response has been made a part of this report and may be found on pages 9 
through 12. 
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INDIANA DEPARTMENT OF REVENUE 
SUMMARY 

 
 

 

Charges Credits Balance Due
Contract Overpayments (See Internal Controls  
     Over Contract Payments, Page 4) 8,662.89$      $ $
Credit Memo, July 14, 2004 36.32             
Repayment, August 26, 2004 8,600.00        
Credit Memo, November 11, 2004  26.57             -                     

Totals 8,662.89$      8,662.89$      -$                   
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